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January 19, 2007

Mr. David L. Senn

Executive Director

Teachers' Retirement System
State of Montana

1500 Sixth Avenue

Helena, MT 59620-0139

Re: Impact of Increased Funding to TRS from Lottery Revenues

Dear Dave:

As requested, we have calculated the impact of the proposed bill allocating revenues from
the State Lottery to TRS. The calculations use the estimated revenues provided by the
State Budget Office and the TRS actuarial valuation assumptions. Key results are as
follows:

¢ The projected contributions from the State Lottery for the period from July 1, 2007 to
June 30, 2036 have a present value of $112.4 million, as of June 30, 2006.

e This additional source of future funding reduces the contribution increase required to
maintain a 30 year amortization of the UAAL from 3.38% of member pay, as shown
in Table 7 of the July 1, 2006 TRS actuarial valuation to 2.35% of member pay. This
reduction equais 1.03% of member pay.

The historical revenues from the Lottery have been volatile. To the extent that actual
revenues are smalier (or larger) than those assumed in this letter the additional required
contributions would be larger (or smaller) than those estimated in this letter.

In addition, the amortization period of the UAAL as of July 1, 2006 is estimated to be 79
ears. jf this change was made and no additional increases to contributions were mam
9 year amortization period does not meet the general requirements of actuarial soundness.
Contributions in addition to the Lottery revenues would be needed to make the System
actuarially sound.

Revenue would start being paid to TRS at the beginning of the 2008 fiscal year. We have
assumed payments would be made at the end of each quarter in equal amounts. The State
Budget office has projected that revenues going to TRS in the first four years (FY 2008
through FY 2011) would be: $8,838,000, $9,414,000, $9,979,000 and $10,578,000
respectively. As requested, we have used these numbers in our calculations without further
analysis on our part. We have not included any escalation after that point in our costs since
lottery proceeds would generally only increase with the price of lottery tickets which is
relatively stable, or with increases in the number of tickets sold.

This work product was prepared solely for the Montana Teachers’ Relirement System for the purposes described herein and
may not be appropriate to use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other
parties who receive this work.
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Mr. David L. Senn

Executive Director

Teachers' Retirement System
State of Montana

1500 Sixth Avenue

Helena, MT 59620-0139

Re: - Impact of increased Funding to TRS from Lottery Revenues
Dear Dave:

As requested, we have calculated the impact of the proposed bill allocating revenues from
the State Lottery to TRS. The calculations use the estimated revenues provided by the

State Budget Office and the TRS actuarial valuation assumptions. Key results are as
follows:

* The projected contributions from the State Lottery for the period from July 1, 2007 to
June 30, 2036 have a present value of $112.4 million, as of June 30, 2006.

 This additional source of future funding reduces the contribution increase required to
maintain a 30 year amortization of the UAAL from 3.38% of member pay, as shown
in Table 7 of the July 1, 2006 TRS actuarial valuation 10 2.35% of member pay. This
reduction equals 1 03% of member pay.

The historical revenues from the Lottery have been volatile. To the extent that actual
revenues are smaller (or larger) than those assumed in this letter the additional required
contributions would be Iarger (or smaller) than those estimated in this letter.

“In addition, the amortization period of the UAAL as of July 1, 2006 is estimated to be 79
years if thls change was made and no additional increases to contributions were made. A
79 year amortization period does not meet the general requirements of actuarial soundness.

Contributions in addition to the Lottery revenues would be needed to make the System
actuarially sound.

Revenue would start being paid to TRS at the beginning of the 2008 fiscal year. We have
assumed payments would be made at the end of each quarter in equal amounts. The State
Budget office has projected that revenues going to TRS in the first four years (FY 2008 -
through FY 2011) would be: $8,838,000, $9,414,000, $9,979,000 and $10,578,000
respectively. As requested, we have used these numbers in our calculations thhout further
analysis on our part. We have not included any escalation after that point in our costs since
lottery proceeds would generally only increase with the price of Iottery tickets which is
relatively stable, or with increases in the number of tickets sold.

This work product was prepared solely for the Montana Teachers’ Retirement System for the purposes described herein and

may not be appropriate to use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other
parties who receive this work.

mtra0235.doc- 1 OFFICES IN PRINCIPAL CITIES WORLDWIDE
17 003 MTR 79/ 17.003.MTR.18.2006.4 / MCO/kik




Mr. David L. Senn
January 19, 2007
Page 2

Certification

The cost estimates in this letter are based on the assumptions, methods, plan provis_ions,
assets and member data used in the July 1, 2006 actuarial valuation and the projections
from the State Budget Office described above. We have not made any adjustment for
actuarial gains or losses that may have emerged after July 1, 2006. We have assumed no

other statutory amendments are being considered. If other amendments are enacted, the
cost estimates may be different.

These cost estimates are subject to the uncertainties of a regular actuarial valuation; the.
costs are inexact because they are based on assumptions that are themselves necessa_nly
inexact, even though we consider them reasonable.” Thus, the emerging costs may vary
from those presented in this letter to the extent actual experience differs from that projected
by the actuarial assumptions.

This information is for the exclusive use of the Teachers’ Retirement System of the State of
Montana for the purposes stated herein. It is a complex technical analysis that assumes a
high level of knowledge concerning the System’s operations, and uses the System’s data
which Milliman has not audited. It is not for the use or benefit of any third party for any
purpose. Any third party recipient of Milliman'’s work product who desires professional
guidance should not rely upon Milliman’s work product, but should engage qualified
professionals for advice appropriate to its own specific needs. Any distribution of this report
must be in its entirety, unless prior written consent from Milliman is obtained.

On the basis of the foregoing, we hereby certify that, to the best of our knowledge and
belief, this report is complete and accurate and has been prepared in accordance with
generally recognized and accepted actuarial principles and practices which are consistent
with the principles prescribed by the Actuarial Standards Board (ASB) and the Code of

Professional Conduct and Qualification Standards for Public Statements of Actuarial Opinion
of the American Academy of Actuaries.

I, Mark C. Olleman, am a member of the American Academy of Actuaries and meet the

Qualification Standards of the American Academy of Actuaries to render the actuarial
opinion contained herein.

If you have any questions, please call.

Sincerely,

TNk (Mhan—

Mark C. Olleman, FSA, EA, MAAA
Consulting Actuary

MCO/kjk

cC: Ms. Karen I. Steffen

This work product was prepared solely for the Montana Teachers’ Retirement System for the purposes described herein and

may not be appropriate to use for other purposes. Milliman does not intend to benefit and assumes no duty or liability to other
parties who receive this work.

mtra0235.doc- 2 OFFICES IN PRINCIPAL CITIES WORLDWIDE
17 003 MTR 79/ 17.003.MTR.18.2006.4 / MCO/kjk




Legislative Fiscal Division
Revenue Estimate Profile
Lottery Profits

Revenue Projection:

Total General Fund GF .
Fiscal Collections Collections  Percent , Lottery Profits

Year Millions Millions Change 10

A 1985 0.000000 0.000000 Not App.

A 1986 0.000000 0.000000 Not App. °

A 1987 0.000000 0.000000 Not App.

A 1988 0.000000  0.000000  Not App. 81

A 1989 - 0.000000 0.000000 Not App.

A 1990 0.000000 0.000000 Not App. 7

A 1991 4200337  4.200337  Not App. . .

A 1992 5.582834 5.493509 30.79% |s St

A 1993 8.868627 8.061582 46.75% é

A 1994 9.377235 8.523907 573% | ¢S s

A 1995 8.594013  ~ 7.811958 -8.35% _5_

A 1996 7.858821 7.858821 0.60% (S 4

A 1997 6.553475 6.553475 -16.61%

A 1998 6.564337 6.564337 0.17% 3t

A 1999 6.779658 6.779658 3.28%

A 2000 5.840985 5.840985 -13.85% 2}

A 2001 6.137493 6.137493 5.08%

A 2002 7.467030 7.467030 21.66% 1}

A 2003 7.453281 7.453281 -0.18%

A 2004 8.115602 8.115602 8.89% 0

A 2005 6.222555 6.222555 -23.33% 1985 1987 '1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009
A 2006 9.110000 9.110000 46.40% | Fiscal Year
F 2007 8.345000 8.345000 -8.40%

F 2008 8.838000 8.838000 591% ——Total —8— General Fund]
F 2009 9.414000 9.414000 6.52%

Data Source(s): SABHRS, MBARS, Department of Revenue, Department of Administration - Montana Lottery

Contacts: Department of Administration

Revenue Estimates as Adopted by the 227 November 15, 2006
Revenue & Transportation Interim Committee




